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(k) Public accountants means those in-
dividuals who meet the qualification
standards included in generally accept-
ed government auditing standards for
personnel performing government au-
dits.

(l) State means any State of the Unit-
ed States, the District of Columbia, the
Commonwealth of Puerto Rico, the
Virgin Islands, Guam, American
Samoa, the Commonwealth of the
Northern Mariana Islands, and the
trust Territory of the Pacific Islands,
any instrumentality thereof, and any
multi-State regional, or interstate en-
tity that has governmental functions
and any Indian tribe.

(m) Subrecipient means any person or
government department, agency, or es-
tablishment that receives Federal fi-
nancial assistance to carry out a pro-
gram through a State or local govern-
ment, but does not include an individ-
ual that is a beneficiary of such a pro-
gram. A subrecipient may also be a di-
rect recipient of Federal financial as-
sistance.

§ 12.16 Scope of audit.
The Single Audit Act provides that:
(a) The audit shall be made by an

independent auditor in accordance with
generally accepted government audit-
ing standards covering financial and
compliance audits.

(b) The audit shall cover the entire
operations of a State or local govern-
ment or, at the option of that govern-
ment, it may cover departments, agen-
cies or establishment that received, ex-
pended, or otherwise administered Fed-
eral financial assistance during the
year. However, if a State or local gov-
ernment receives $25,000 or more in
General Revenue Sharing Funds in a
fiscal year, it shall have an audit of its
entire operations. A series of audits of
individual departments, agencies, and
establishments for the same fiscal year
may be considered a single audit.

(c) Public hospitals and public col-
leges and universities may be excluded
from State and local audits and the re-
quirements of this rule. However, if
such entities are excluded, audits of
these entities shall be made in accord-
ance with statutory requirements for
grants to universities, hospitals, and
other nonprofit organizations.

(d) The auditor shall determine
whether:

(1) The financial statements of the
government, department, agency or es-
tablishment present fairly its financial
position and the results of its financial
operations in accordance with gen-
erally accepted accounting principles;

(2) The organization has internal ac-
counting and other control systems to
provide reasonable assurance that it is
managing Federal financial assistance
programs in compliance with applica-
ble laws and regulations; and

(3) The organization has complied
with laws and regulations that may
have a material effect on its financial
statements and on each major Federal
assistance program.

§ 12.17 Frequency of audit.

Audits shall be made annually unless
the State or local government has, by
January 1, 1987, a constitutional or
statutory requirement for less frequent
audits. For those governments, the
cognizant agency shall permit biennial
audits, covering both years, if the gov-
ernment so requests. It shall honor re-
quests for biennial audits by govern-
ments that have administrative policy
calling for audits less frequent than an-
nual, but only for fiscal years begin-
ning before January 1, 1987.

§ 12.18 Internal control and compli-
ance reviews.

The Single Audit Act requires that
the independent auditor determine and
report on whether the organization has
internal control systems to provide
reasonable assurance that it is manag-
ing Federal assistance programs in
compliance with applicable laws and
regulations.

(a) Internal control review. In order to
provide this assurance the auditor
must make a study and evaluation of
internal control systems used in ad-
ministering Federal assistance pro-
grams. The study and evaluation must
be made whether or not the auditor in-
tends to place reliance on such sys-
tems. As part of this review, the audi-
tor shall:

(1) Test whether these internal con-
trol systems are functioning in accord-
ance with prescribed procedures.
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